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KEY ECONOMIC INDICATORS! 


(As of October 1, 
otherwise) 


Indicator 


Income, production, and employment: 
Gross national product (GNP) at current 
prices 
GNP at 1979 prices 
Per capita GNP, current prices (dollars) 
Per capita GNP, 1979 prices (dollars) 
Plant and equipment investments: 
Industrial production (1975 
Average labor productivity 
(1975 100) 

Average industrial wage 
Disposable personal income 
Employment (thousands of persons) © 
Average unemployment rate (percent) 
Housing starts (units) 


100) 


(1972 100) 


Money and prices: 

Money supply (MI) 

Money supply (M2) 

Public debt, domestic® 

Public debt, external® 

Central Bank discount rate® 

Domestic credit outstanding® 
Retail sales (value) (1975 100) 
Average wholesale prices (excludes 

value-added tax) (1970 100) 

Average consumer prices (1975 


100) 


Balance of payments and trade: 


Gold and foreign exchange reserve® 

Balance of payments current account 
(transactions) (billions) 

Balance of trade (billions) 

Total exports, f.o.b. 

Exports to United States 

Total imports,14 c.i.f. 

Imports from United States15 


1980; money values in U.S. millions of dollars except where stated 


Percent 


19802 
Change3 


2159,650 
2150, 900 
211,289 
210,670 
219,700 

4113.4 


149,150 
149,150 
10,631 
10,631 
18,875 
112 


170,200 
151,462 
12,034 
10,709 
20,050 


125 
196 
83,250 
4,723 
5.1 
99,343 


_ 5204 
289,635 
24,718 
55.4 
757,872 


834,180 
855,202 
934,223 
0 

10g.5 
1156,627 
7134.8 


31,327 
51,076 
32,043 
0 

9.5 
53,597 
134 


12126.7 
5132.4 


118.7 
125.6 


12,351 1316,215 
2-2.25 
2-1.52 

743,013 
7943 
744,925 
73,993 


-2.04 
-3.60 
63,815 
1,690 
67,414 
5,676 


lin 1979 and 1980 the value of the guilder ranged between US$1.90 and US$2.13 and has 


tended around US$2. 
at Dfl 2 us$l. 
2Estimated. 


For simplicity all guilder values have been converted into dollars 


3percent changes compare full-year results or estimates when available, otherwise, com- 


parable periods. 
4jJan. to June. 
SJan. to Aug. 

©As of December 31, 1980. 
7Jan. to July. 
8second guarter. 
9apr. 

10sept. 

llgune. 

123an. to Apr. 

13aug. 


141m contrast to U.S. practice, Netherlands import statistics do not include imports in 


bond for reexport to other countries. 


15main imports from the United States (in metric tons (MT) and thousands of US$), Jan. to 


May 1980: oilseeds, 1,451,459 MT/$414,059; corn, 
grain), 1,527,867 MT/$304,042; nonferrous ores, 


602,410 MT/$81,137; animal feed (except 
9,637 MT/$60,095; aircraft and parts, 


$72,343; automatic data processing equipment, $93.520. 


Sources: 


International Financial Statistics (IMF). 


Central Bureau of Statistics; Central Planning Bureau; Netherlands Central Bank; 





SUMMARY 


The Dutch economy has paused at a high level, and it may even be in 
a slight decline. No per capita income growth is likely soon; the 
relatively low unemployment rate (but high by Dutch standards) is 
rising; and personal incomes and consumption are not quite holding 
their own. The negative effects of the recent oil price shock and 
the world recession have adversely affected this exposed economy, 
which exports 40 percent of its national product and imports a sim- 
ilar amount. The stagnation, however, also has domestic roots. 
High wages and social benefits have increasingly strained resources, 
discouraged investment, and led to a decline in Dutch competitive- 
ness. 


With an eye to the future, the Government has assigned a high pri- 
ority to easing pressure on resources and fighting inflation at 

the expense of growth, including wage restraints and a halt to in- 
creases in social programs. It recognizes that an inflation/cur- 
rency devaluation spiral in this open, inflation-indexed economy 
could threaten the social gains that have been achieved. Invest- 
ment and consumption are being squeezed, but inflation, after ris- 
ing from 4.5 percent in 1979 to about 7 percent in 1980, has prob- 
ably now leveled off. The 1981 budget is intentionally austere to 
bring deficit financing from about 6 percent of net national income 
to 5.25 percent in 1981. This easing of the strain on resources is 
at the cost of further advances in social programs but should re- 
duce the pressure on long-term interest rates that had inhibited 
investment. 


The balance-of-payment current account deficit was expected to in- 
crease from about $2 billion in 1979 to probably $2.5 to $3 billion 
in 1980, principally because of a decline in the terms of trade 
caused by the oil price increases. The long-term capital account 
is also in deficit, but both are being financed by the change in 
the foreign exchange attracted by banks. The Dutch authorities are 
optimistically projecting a current account deficit of $500 million 
in 1981, counting on constrained imports and higher natural gas 
export prices. 


Despite the pause, the outlook for U.S. exports remains excellent. 
The appreciation of the guilder and the high regard in which U.S. 
products are held should ensure a continued U.S. bilateral trade 
surplus (which, at about $5 billion, is the largest with any Euro- 
pean country). Big-ticket items such as computers and peripherals, 
heavy machinery, aviation products, and telecommunications equip- 
ment continue to do well, while U.S. exports of many consumer goods 
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are showing significant growth. Nevertheless, U.S. exporters face 
increasing competition, especially from the Japanese, in such 
fields as electronic equipment and components and automobiles. U.S. 
agricultural products remain an extremely important segment of 
total bilateral trade. Many products should continue to sell, 
especially grains and fresh fruit and vegetables. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Affected by both domestic and international factors, the Dutch econ- 
omy has come to a pause--perhaps even a slight decline--at a high 
level of income. Unemployment is low by current international 
standards, but high by Dutch standards and is rising. The world 
economic recession has naturally been a cause of the slowdown in 

an economy as trade-dependent as the Netherlands. However, domestic 
factors and deliberate policies are also at work. High wages and 
ever-increasing social programs have been increasingly straining 
resources and eroding the balance of payments and the competitive- 
ness and profitability of industry. The high wage bill (which, 

with wage-related costs, is over 90 percent of the value added in 
industrial production) and the cost of remarkable social benefits 
are widely considered to be undermining international competitive- 
ness and the ability to invest. 


The center-right coalition Government, with a narrow parliamentary 
majority and elections soon to come, faces the difficult task of 
devising restraints as it tries to take politically unattractive 

but economically obvious steps that involve limiting social pro- 
grams, putting less emphasis on full-employment policies, and im- 
posing wage restraints. How successful it will be is not yet clear 
although it is helped by general recognition that inflation threat- 
ens guilder stability. This is important because with the extensive 
system of wage-price indexation, inflation could easily set off an 
inflation/currency devaluation spiral in the highly exposed and also 
highly indexed economy. The execution of long-run structural reform 
is also an important but elusive priority. 


After showing some resiliency in early 1980, the Dutch economy is 
in a period of stagnation that is expected to continue until about 
mid-1981 and longer if the locomotive countries do not then begin 
to grow. Gross national product (GNP) growth for 1980 was expected 
to be positive, although just barely--probably not more than 1 per- 
cent at best. As in 1979, the growth was generated by an increase 
in exports, with the domestic contribution negligible or negative. 
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An expected further decline in the terms of trade will, however, 
mean essentially nil growth in national income as well as an in- 
crease in the balance-of-payment current account deficit from $2 
billion in 1979. 


In the first quarter of 1980, export volume was up by about 8 per- 
cent over the same period in 1979, due to the fairly high levels 

of economic activity of Dutch trading partners; there was a partic- 
ular increase in speculative demand for petroleum and petrochemical 
products before the delayed effects of higher crude oil prices were 
fully passed along. A rise in stock formation in the Netherlands, 
again much of it in energy-intensive products, was another impor- 
tant component of increased demand. Consequently, Dutch output 
rose, with the index of industrial production in the first quarter 
about 8 percent over that of the first quarter of 1979. The level 
of business and residential investment also showed large increases 
over the first quarter of 1979, although a large part was the re- 
sult of recovery from the severe 1978-79 winter. With this domes- 
tic expansion as well as the increase in international energy 
prices, inflation increased relatively sharply during the first 
part of 1980. 


The economic upswing tapered off in the second quarter of 1980 as 
economic activity elsewhere slowed and as the Dutch Government 

took measures to dampen domestic consumption. Because the continu- 
ally increasing public sector financing requirement was straining 
domestic resources, fueling inflationary tendencies, and leading to 
long-term interest rates that were incompatible with the need to 
encourage investment, the Government imposed a mid-year paring of 
public expenditures that aimed at, but never achieved, a cut of 
$1.5 billion. Because wage increases in the Netherlands are rapidly 
reflected in total budgetary expenditures, wage-limiting controls 
were also introduced in the summer of 1980. These domestic meas- 
ures, as well as a fall in exports, contributed to a slight decline 
in economic activity by the third quarter. 


Wages did not keep up with inflation, and private consumption, 
which was static even in the first quarter of 1980, declined 
throughout 1980 (automobile sales have been especially hard hit), 
while Government investment and current spending also fell off. Be- 
cause of the slow growth outlook and weakening foreign demand, as 
well as the secular decline in firm profitability, business invest- 
ments also dropped, and may even be negative in 1980. Stock- 
formation, in particular, declined, not only because of diminished 
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sales prospects, but also because‘of the speculative buildups that 
had taken place in 1979 and early 1980. The housing sector, after 
rebounding strongly in the first quarter, dropped sharply, hurt by 
the high interest rates that have prevailed for most of 1980. In- 
flation, which had accelerated rapidly in the beginning of 1980, 
has leveled off at about 7 percent. 


The number of jobless increased steadily during 1980, reaching a 
post-World War II high of 261,000 (about 6 percent of the labor 
force) by September. Unemployment was expected to continue to 
rise for the rest of 1980 and into 1981. For 1981 as a whole, an 
average unemployment of 280,000 has been projected. 


Budget and Monetary Developments 


After finding it necessary to make mid-year 1980 budget cuts of 
about $1.5 billion, the Dutch Government drafted a relatively 
austere budget for 1981. Priority was assigned to reducing the 
public sector financing requirement, which in 1980 was expected to 
reach about $9 billion or 6 percent of net national income (NNI). 
The 1981 budget reduces that figure to $8 billion, around 5.25 per- 
cent of NNI, which is still well above the 4 percent considered 
desirable by financial authorities. Expenditures of the Central 
Government are budgeted to rise from $54.7 billion in 1980 to $58.1 
billion in 1981, an increase of 6.2 percent or slightly less than 
the expected rate of inflation. Central Government revenues are 
expected to rise from $48.3 billion in 1980 to $51.9 billion in 
1981, making the budget deficit a narrowly defined $6.2 billion. 
Adding Government trust funds and local government outflows results 
in the $8 billion financing requirement. 


The budgetary belt-tightening fell most heavily on various social 
programs, but virtually all Government ministries and activities 
were affected. Drafters of the budget have calculated that, depend- 
ing on the outcome of the tripartite wage negotiations, the budget 
measures will lead to a purchasing power decline of about 1 to 2 
percent for virtually all income classes in the Netherlands. 


Monetary policy was generally restrictive during 1980, with the 
overriding goal continuing to be the maintenance of a strong guilder. 
Key interest rates have followed German rates to attract capital 

and to maintain an attractive market, even though this has led to 
interest rates higher than desirable for purely domestic reasons. 

On two occasions, however, the monetary authorities successfully 
risked cutting the discount rate without a comparable German move. 
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The bank followed the Germans upward in May 1980, raising the dis- 
count rate from 9.5 to 10 percent, and since that time has cau- 
tiously lowered the rate in half-percent increments, most recently on 
September 22 (with the rate going to 8.5 percent) following a Ger- 
man downward move. For most of that time, the guilder has retained, 
its relative strength at or near the top of the European Monetary 
System (EMS). International portfolio managers continue to view 
the Netherlands as attractive, drawn by confidence in the commit- 
ment of Dutch financial management to keep the guilder strong. 


Trade and Balance of Payments 


The Netherlands continues to run a trade deficit. During the first 
half of 1980, the value of imports increased to $36.1 billion, 24 
percent higher than during the first half of 1979, mostly reflect- 
ing the rise in crude oil prices. The value of exports rose by 21 
percent over the same period, to $34.3 billion. The rise was par- 
ticularly marked in the first quarter because of the increase in 
exports of petroleum-based products, which dropped off in the sec- 
ond quarter. As a result, the trade deficit for the first 6 months 
was $1.8 billion, considerably higher than the $0.9 billion deficit 
during the first half of 1979. 


The invisibles account for the first half of 1980 was approximately 
in balance, compared with a surplus of about $500 million during 
the first half of 1979. The normally large surplus on services was 
reduced by a large outflow on the tourism account during the winter. 
The current account deficit thus was $1.8 billion, the same as the 
trade deficit, but significantly larger than the $400 million cur- 
rent deficit during the first half of 1979. 


Dutch financial authorities tried to keep the current account defi- 
cit for all of 1980 at no more than $2.25 billion; but with the 
deficit for the first half of the year already $1.8 billion, this 
goal may not be achieved. The growing impact of the recession on 
the demand for imports and the increase in export receipts from 
higher natural gas export prices are two factors that should dimin- 
ish'the deficit, but their full effects will not be felt until 
1981. Counting on these developments as well as the expectation of 
some economic recovery in the Netherlands' trading partners in mid 
to late 1981, the Dutch are optimistically projecting a current 
account deficit of $500 million in 1981. 


The long-term capital account is also significantly in deficit. 
Dutch firms are continuing to invest heavily abroad, while direct 
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investment in the Netherlands has slowed. The Government has had 
considerable success, however, in attracting foreign purchasers 
for its long-term bonds. 


The deficit on the balance of current account and long-term capital 
is being more than financed by the change in the net foreign ex- 
change position of private banks. In January 1980, the Central 
Bank abolished its 1964 regulation limiting the foreign liabili- 
ties of banks. Authorities judged that a continuation of the reg- 
ulation would have hampered the banks in raising foreign funds, 
limiting the ability to finance a growing balance of payments 
deficit and adversely affecting the exchange rate of the guilder. 


With the abolition of the regulation, changes in the net liabili- 
ties of banks increased by about $3.3 billion in the first half of 
1980, more than the deficit on current account and long-term capi- 
tal. As a result, the level of Dutch official reserves increased 
by about $250 million in the same period. 


Industrial and Agricultural Sectors 


Contributing to the general pause in the economy, the increase in 
industrial production continues to slow. Weakening domestic and 
foreign demand has brought about a drop in the output from an 
annual average of 2.5 percent in 1979 to a projected 1 to 1.5 per- 
cent in 1980. 


This overall stagnation is due not only to falling demand, but also 
reflects structural problems in some key sectors of Dutch industry, 
most noticeably in the already weak textile, clothing, leather, 

and shoe industries. Growing competition from producers with 
greater cost efficiency, combined with a softening world market for 
these same goods, seems to be the cause of the decline of these 
industries. Statistics reveal that seasonally adjusted industrial 
output slipped from a 4.6-percent increase in the first quarter of 
1980 to a 2.7-percent increase in the second quarter. Although it 
struck virtually all sectors of industry, the most seriously af- 
fected were the clothing sector, down 13.8 percent; petroleum, 

down 14.0 percent; chemicals, down 3.0 percent; and the production 
of natural gas, which has dropped by 8.4 percent, reflecting fall- 
ing demand, conservation, and changeovers to alternate sources of 
energy for electric power production. 


A weaker position is also evident in the traditionally strong capi- 
tal goods sector. Growing competition from low wage and Eastern 
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Bloc countries has caused a drop of 56 percent in shipbuilding dur- 
ing the second quarter of 1980, as compared with the same period in 
1979. Stagnation in the construction and automobile sectors at 

home and abroad resulted in a worsening position for the Dutch steel 
industry. Output of raw steel during the second quarter of 1980 was 
down 5 percent from the same quarter in 1979, while preliminary es- 
timates for output in July and August reveal that production fell 
by 15.3 percent, portending even lower third-quarter output results. 


Stronger performance has been reported in secondary industries, such 
as wood and furniture making (up 12.6 percent), rubber and synthetic 
fibers (up 9.0 percent), paper and paper products (up 7.1 percent), 
and printing and graphics (up 4.9 percent); while smaller gains were 
reported in textiles (up 3.2 percent), construction materials (up 
2.5 percent), and food and beverages (up 1.8 percent). 


The construction sector is expected to recover somewhat, but not 
completely, from its serious slump in 1979 (down 7 percent from 
1978). Output in the services sector will drop from a 3.5-percent 
increase in 1979 to around a 1.5-percent increase in 1980. This 
drop was attributed to a falling off in tourist and restaurant re- 
ceipts. 


Some sectors of agricultural output were expected to show a slight 
decline in 1980, largely because of bad weather. Total grain pro- 
duction was expected to drop by 1 percent, with wheat and barley up 
an average of 6 percent, while oats and rye drop 16 percent. Dairy 
and livestock were expected to show a 1- and 2-percent rate of 
growth, respectively, while fruit production (apples and pears) was 
expected to drop by 3 percent. 


IMPLICATIONS FOR THE UNITED STATES 


Despite the expected slow growth of the Dutch economy, U.S. exports 
to the Netherlands were expected to increase by more than 30 per- 
cent in 1980. Dutch buyers continue to seek U.S. goods and ser- 
vices because of the appreciation of the Dutch guilder in the past 
2 years and the generally good reputation of the U.S. business com- 
munity and products. The Netherlands is the third largest market 
for U.S. exports in Europe, following the United Kingdom and West 
Germany. 


Bilateral trade relations between the two countries are excellent. 
No significant problems inhibit trade and none are foreseen. Be- 
cause the Dutch economy must import over 40 percent of its needs 
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and export more than 40 percent of its production, the continua- 
tion of an open Dutch market, relatively free of trade restric- 
tions, appears assured. 


After 2 years of 20-percent increases in U.S. exports to the 
Netherlands (to $5.7 billion in 1979 and $6.9 billion in 1980), 
trade data for the first 7 months of 1980 showed a remarkable 
further increase of 45.5 percent over the same time period of 1979. 
The overall increase incorporates practically every prceduct cate- 
gory. Big ticket items like computers and peripheral equipment, 
machinery, aircraft, avionics and parts, and telecommunications 
equipment and systems continue to do extremely well in this market, 
but U.S. exports of many consumer goods, such as textiles and 
apparel, footwear, sporting goods and recreation equipment, and 
furniture, also have shown impressive growth in recent months. The 
Embassy anticipated that the overall rise in U.S. exports to this 
receptive market would be 30 to 35 percent in 1980. 


Agricultural products, for which the Netherlands is the second most 
important export market for the United States (U.S. exports totaled 
$1.9 billion in 1979--a 12-percent increase over 1978), continue to 
find a growing market in the Netherlands. Of the 1979 U.S. exports, 
Oilseeds, grains, and related products, including animal feeds, ac- 
counted for 88 percent of total U.S. agricultural imports. Sales 
of U.S. rice in this market have surged impressively from 9,700 MT 
during the period from January to May 1979 to 32,700 MT during the 
same months of 1980, giving the United States a market share of 47 
percent, up from 21 percent in the same 1979 period. Good pros- 
pects for sales of fresh fruit and vegetables (of which the most 
promising are mangos, kiwis, citrus fruit, celery, iceberg lettuce, 
and avocados) abound. A new-to-market product that is currently 
being favorably received is U.S. high-quality beef, for which in- 
creasingly better sales potential is foreseen. Finally, a prime 
example of positive sales results that can be achieved through a 
combination of competitive pricing and an effective export promo- 
tion drive by U.S. industry is exemplified by the sales of Cali- 
fornia wines in this market. Sales tripled in 1979 over 1978, 
while for the first 8 months of 1980 they exceeded the total volume 
sold in 1979. 


U.S. investment in the Netherlands continues to play a key role in 
the totality of bilateral economic relations. U.S. direct foreign 
investment in the Netherlands increased 36 percent to $6.4 billion 
in 1979, which is about the same as the combined direct investments 
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here of all other European Economic Community (EEC) countries. 

U.S. investments featured manufacturing in first place and the 
petroleum industry next in order of importance. The Dutch continue 
to maintain their leading position in direct investment in the 
United States, which increased to 24 percent of $12.5 billion in 
1979. Dutch investments were led by those in the petroleum indus- 
try followed by manufacturing. 


Dutch tourism to the United States has also been surging ahead. 
The U.S. Travel Service marketing plan for 1980-81 projects the 
Netherlands to become the fourth largest provider of travelers to 
the United States from Europe. This influx of Dutch visitors has 
grown at an average annual rate of 23 percent since 1975 and was 
projected to reach 210,000 in 1980, producing U.S. receipts of 
$152 million. 


This favorable review of U.S. commercial prospects should not lead 
to complacency. Competition from EEC countries remains intense, 
and Japan and other Asian countries are expected to augment their 
export promotion efforts. The European Airbus consortium is seri- 
ously eroding the U.S. share of the Dutch market for aircraft and 
parts, while Japanese firms are showing ever greater interest in 
this market for electronic components, electronic data processing 
equipment, business equipment, automobiles, and other products. 
Overall, the cloud of protectionism, both in the United States and 
within the nine EEC countries, is a topic of concern. It must be 
pointed out that the United States has more to lose vis-A-vis the 
Netherlands should trade restrictions be applied because of the 
$5.1 billion U.S. trade surplus with the Netherlands. 


In summary, U.S. industry enjoys many targets of opportunity in 
this attractive market, as recent U.S. business representatives in 
the textile/apparel, footwear, and cutlery industries, traveling 
under U.S. Department of Commerce auspices, have discovered. U.S. 
firms wishing to enter the Dutch marketplace are urged to visit 
the nearest District Office of the U.S. Department of Commerce or, 
for agricultural products, the U.S. Department of Agriculture, 
Washington, D.C., to discuss their export interest in detail and 
to fully explore the array of programs and services offered to 
U.S. exporters. Dutch buyers are well-versed in international 
trade and know what is available in world markets; U.S. companies 
interested in trading over the long haul, willing to devote suf- 
ficient resources to the export effort, and having a product or 
service with a track record of success in the U.S. market can be 
reasonably assured of success in approaching the Netherlands 
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marketplace. The recent boost in exports to the Netherlands was 
influenced by the sharp depreciation of the dollar in 1978; the 
further slight depreciation in 1979 should continue to ensure the 
price competitiveness of U.S. products. U.S. exports, as previ- 
ously indicated, did extremely well during the past couple of years 
when the Dutch economy was growing only slowly. They should con- 
tinue to expand--if U.S. firms will respond to the challenge. 
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